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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, in a Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 


Minister 


ed 


Canada 


1. Structure and Performance 


Structure 
The hardwood lumber industry is comprised of sawmills that process 
hardwood logs to produce lumber, timbers, railway ties and a number of by- 
products such as wood chips, sawdust, shavings, slabs and hogged fuel. It 
also includes some related drying and reprocessing operations performed by 
wholesalers to add value to the product. The major Canadian hardwood 
lumber species are maple, birch and aspen. The mixed hardwood forest 
regions in eastern Canada often contain stands of white pine and other 
softwood species; consequently, many of the sawmills included in the hardwood 
sector periodically saw softwood logs, particularly for specialty products. 

The softwood lumber industry is discussed in a separate Industry Profile. 

The industry produces several grades of hardwood lumber from each log. 
The higher grades are used primarily in the manufacture of products requiring 
fairly large pieces of clear lumber, including furniture and interior decorative 
trim, and are sold on both the Canadian and export markets. Consumer tastes 
are an important factor for these products. The lower grades are used 
principally for the production of railway ties, pallets, furniture frame stock 
and other industrial uses, including general construction. 

Plastics, metals, wood veneer, particleboard, hardboard and other 
products continue to be substituted for hardwood lumber in some furniture 
parts and other selected end-uses. Softwood lumber is also often substituted 
for hardwood in some uses of the lower grades. Hardwood lumber makes up 
about ten percent of total lumber production in eastern Canada, less than one 
percent in western Canada and about three percent of the total volume of 
Canadian lumber production. In 1986, the estimated total Canadian production 
of hardwood lumber was about 1.4 million cubic metres (m3), or 590 million 
board feet, with shipments valued at about $278 million.* (By way of 
comparison, the value of Canadian softwood lumber shipments in 1986 was 
about $5.5 billion.) Total annual employment in the hardwood lumber sector 
is estimated to average about 6000 people on a full-time basis. 

Production of hardwood lumber is concentrated primarily in Ontario and 
Quebec; it uses timber from both private and public holdings. The distribution 
of production by province over the past three years, on average, has been: 
Ontario, 45 percent; Quebec, 40 percent; New Brunswick, five percent; 
Alberta, four percent; Manitoba, three percent; Nova Scotia, two percent; 
and one percent for all the remaining provinces. 


* Data on the Canadian hardwood lumber industry are limited. The analysis in 
this profile is based on available statistical data and information obtained from 
various sources, including consultations with the industry. 
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pao Shipments ———— | Almost all of the firms producing hardwood 

lumber are privately owned Canadian companies. 
Hardwood lumber is often sold to wholesale 
companies that perform separate drying, sorting, 
storing and shipping operations. In addition, there 
are numerous independent establishments that offer 
custom kiln drying or planing services (or both) to 
producers and buyers. 

Hardwood lumber produced from indigenous 
species is mainly sold on the domestic market. The 
major competitors are U.S. producers of hardwood 
lumber and, for end-uses able to accept softwood 
substitution, Canadian producers of softwood lumber. 

Total Canadian exports of hardwood lumber in 
1986 were valued at $88 million: $39 million to the 
United States, $33 million to the European 
Community (E.C.), $6 million to Japan, and the 
remaining $10 million to some 35 other countries. 
The leading export species is oak, which constituted 
27 percent of the total value of exports to all 
countries in 1986. A significant level of oak lumber 

originates in the United States and is further 
Imports Domestic Exports processed in Canada before being exported to other 


OAT 09) $190 m $ 88m 


Shipments countries. Other hardwood lumber species in 
demand for export are maple, birch, aspen, basswood, 
[{_————— Canadian Market a ash and beech, which are available from indigenous 


trees. Exports to offshore markets are primarily in 
high-grade lumber. The principal competitor in the 


Imports, Exports* and Domestic Shipments ** export markets is the United States. Production in 


1986 the United States is about 12 times Canada's output, 
* Exports include some imported lumber after further reflecting the larger size of the hardwood resource- 
processing. base and the U.S. market. 
** Estimated. Canada imports more hardwood lumber than 
it exports. Imports consist mainly of grades and 

It is estimated there are between 600 and species not generally available in Canada, and were 
700 sawmills in Canada specifically equipped to valued at $217 million in 1986. Approximately 
produce hardwood lumber. A number of established 94 percent of this total came from the United States, 
portable sawmills are included in this estimate. The with oak lumber constituting about 65 percent. 
largest 20 to 25 sawmills, some of which produce Imports from other sources consist mainly of 
more than 24 000 m3 of hardwood lumber annually, tropical species, such as mahogany from Brazil 
account for about 35 percent of the total sector and the Philippines. Generally, hardwood lumber 
output. About 100 mills of medium size (2500 m3 imports supply about one-third of the domestic 
to 12 000 ms range) account for some 35 percent market volume. 
of sector output. The balance of sector output Is 
produced by a large number of small sawmills, Performance 
usually producing less than 2000 m3, many of which Production in the 1970s was relatively stable 
operate with fewer than five employees, purchase at an average of about 1.2 million m3 per year, peaking 
their sawlogs from private woodlots or do custom in 1980 at 1.4 million m3. Following the 1981-82 
sawing and remain closed during periods of poor recession, production recovered from about 1.0 million 
market conditions. ms in 1981 to about 1.4 million m3 in 1986. 

Revenues from by-products significantly reduce The recovery in hardwood lumber output since 
the net cost of production of hardwood lumber. 1983 has reflected a higher level of housing starts 
Many of the smaller sawmills convert their slabs to and increased production of furniture, interior trim 
firewood, while most of the large sawmills produce and flooring, as well as increased utilization in other 
wood chips for local pulpmills. A few of the larger industrial production. Prices for hardwood lumber 
mills that saw tree-length hardwood logs receive have slowly recovered from the low levels of 1980-82. 


over 30 percent of their revenue from wood chip 
sales. In general, it is estimated that hardwood 
sawmills develop between five and 20 percent of 
total revenue from by-products. 
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The profitability of the hardwood lumber industry 
depends both on the returns which can be achieved 
on the higher grades in greatest demand in the 
domestic and export markets, and on the sale of 
lower grades at an adequate price. During market 
downturns, severe price pressures may result in 
softwood lumber being substituted for the lower 
grades of hardwood in some uses such as pallets, 
skids and packaging. Under these conditions, some 
hardwood sawmills either close or switch to 
softwood lumber production, where feasible. 

Some of the sawmills that purchased new 
equipment during the more profitable years of 1978 
and 1979 were pressed financially by payments on 
debts incurred during the high-interest period of the 
early 1980s. Interest rates have been lower since 
mid-1984, demand has improved, and most 
companies are now in a better financial position. 


2. Strengths and Weaknesses 


Structural Factors 

The Canadian hardwood lumber industry has 
developed because of the existence of a renewable 
resource and its proximity to the markets of eastern 
Canada and the northeastern United States. A critical 
factor in this industry is its ability to harvest the 
available resource and process it at a competitive 
price. Hardwood sawmills in both Canada and the 
United States generally have to use labour-intensive 
processing equipment to produce the highest grades 
and yields from logs of different species, sizes and 
grades. The industry on both sides of the border, but 
particularly in Canada, faces a continuing problem of 
producing acceptable percentages of high-grade 
lumber from the large proportion of low-grade logs 
in the available timber resource. 

Consumer preferences are an important factor 
in the choice of the particular species and selected 
grades demanded by certain segments of the market. 
In recent years, consumer preferences for furniture 
and decorative purposes have been focused on open- 
grained woods and other species not available in 
Canada. These preferences continue to restrain the 
expansion of this industry in those end-uses. 

The sector as a whole is competitive and 
profitable largely because most of the companies 
are old and established firms with experienced 
management and skilled labour which can maximize 
the output from the available resource. Many of the 
smaller operations, for example, are capable of 
diversification to suit changing market conditions. 


Compared to the U.S. industry, the Canadian 
hardwood sector faces certain disadvantages. The 
United States has larger, better quality and more 
diversified commercial hardwood resources than 
Canada, as well as more areas with concentrated log 
supplies to support larger sawmills which can take 
advantage of economies of scale. Many Canadian 
hardwood sawmills are smaller operations which use 
older equipment. The majority of Canadian hardwood 
sawmills are not equipped with high-speed, 
electronically controlled equipment. They depend 
heavily on human judgement to choose the proper 
saw settings to yield the best grades of lumber. 
Frequently, Canadian mills do not have sufficient 
hardwood log supplies within economical trucking 
distances to justify the capital investments in 
modern equipment necessary for more efficient 
large-volume production. 

The run-of-the-mill lumber produced from 
indigenous species at the average Canadian hardwood 
sawmill generally remains uncompetitive in offshore 
markets. Transportation costs are a major factor in 
the competitiveness of lower-priced lumber and 
preclude the export of most of the low-end grades; 
they do not, however, preclude offshore sales of the 
higher grades. 

Processing facilities are frequently more available 
in Canada than in some of the northern producing 
areas of the United States. Oak lumber is imported 
in random grades from northeastern U.S. mills by 
certain Canadian wholesalers who kiln dry it if 
required, and select a large portion of the higher 
grades for export overseas after kiln drying, trimming 
and sorting. The costs of transporting lumber from 
some northeastern U.S. sawmills to Canada for 
processing and export overseas are not significantly 
different from those for transporting to a U.S. 
processing plant and subsequent shipment overseas. 


Trade-related Factors 

There are no tariffs on hardwood lumber in 
Canada or the United States. With respect to 
overseas markets, some tariffs apply, but are not 
important factors. 

Canadian hardwood lumber is usually exported 
rough-sawn and there are no tariffs on rough lumber 
exports to most countries, including Japan and the 
E.C. Two exceptions are Taiwan (1.25 percent) and 
the Republic of Korea (15 percent). Planed Canadian 
hardwood lumber enters some countries, including 
Japan, duty-free. A tariff of four percent is applicable 
on planed hardwood lumber imported by E.C. 
countries, with higher duties applicable in some other 
countries. Practically no planed hardwood lumber is 
exported to offshore countries. 
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Generally, there are no significant non-tariff 
barriers affecting trade in this sector. Canada and the 
United States apply the same technical standards. A 
trade-related factor of concern to Canadian exporters 
is the phytosanitary regulations of certain importing 
countries. These regulations are designed to control 
the possible spread of insects and diseases, such as 
oak wilt. 

Given that trade in hardwood lumber already is 
duty-free between Canada and the United States, the 
most relevant element of the Canada-U.S. Free Trade 
Agreement (FTA) is the elimination of the tariffs 
applied at present to products manufactured from 
hardwood lumber, such as pallets, furniture and 
hardwood flooring. Most of these tariffs will be 
phased out over a period of five years. Another 
important element of the FTA is the establishment of 
new dispute-settlement mechanisms. The FTA will 
permit Canada to retain the present controls on the 
export of logs. 


Technological Factors 

Although foreign and domestic state-of-the-art 
sawmilling equipment is readily available in Canada 
to improve yields and efficiency, many companies 
consider the rate of return on the large investments 
required to modernize the sawmills uneconomical 
at this time. In some instances, this situation is 
exacerbated by a lack of a concentrated supply of 
raw materials needed to justify the upgrading 
of plants. 

It is difficult for sawmills to produce lumber from 
the low-grade portion of the raw material. Some 
operations have roundwood chipping machines to 
process full-length, low-grade hardwood logs directly 
into chips. Relatively few mills have sufficient 
equipment to cut crooked and low-grade logs into 
short lengths to produce cut-to-size lumber products. 


Other Factors 

The Canadian dollar exchange rate at the 
current level of about US$0.80 is a positive factor 
for exports to the United States of products made 
with indigenous species. Since September 1985, 
currency realignments between the Canadian and 
U.S. dollar vis-a-vis European and other foreign 
currencies have also been a favourable factor for 
Canada in offshore markets. 

A substantial proportion of Canada's hardwood 
forests is owned by the provinces as Crown forests. 
Provincial forest management programs to upgrade 
the future yield of the hardwood forests are 
important factors in assuring a continuing wood 
supply for the industry. 
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Total Shipments* 


* Estimates. 


3. Evolving Environment 


Over the next fifteen years, production of 
hardwood lumber in the United States is expected 
to grow relatively slowly, at an average of about one 
percent per year. Private sector forecasts also see 
the growth in demand for American hardwood 
lumber over the same time period at about one 
percent per year, mainly in mine timbers, railway ties, 
furniture and lumber export markets. While forecasts 
are not available for the Canadian industry, its 
performance is usually similar to that of the United 
States. However, if markets for the large aspen 
resource Improve, Canadian hardwood production 
and exports could increase at a much faster rate. 

One of the most important factors affecting the 
sector's competitiveness over the next five to ten 
years will be the success or failure of manufacturers 
in locating new markets for the lower grades of 
maple and birch lumber. These are more likely to be 
found in North America than offshore because ocean 
freight costs usually make it uneconomical for low- 
value uses. Some firms are attempting to become 
better equipped to tap these markets by producing 
specific cut-to-size orders such as pallet components 
and furniture dimension stock. 

Aspen and white birch represent a large under- 
utilized resource. The potential to produce large 
volumes of lumber from these species will open 
additional export opportunities in the future. The 
present demand for aspen and white birch lumber Is 
mainly for the higher grades. However, there Is a 
market developing in Canada and the United States 
for certain lower grades of aspen for treated 
landscape timbers. Potential offshore markets for 
aspen lumber in selected specifications include the 
E.C., Saudi Arabia, People's Republic of China, Japan 
and the Republic of Korea. 
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Red alder, another under-utilized species, grows 
in significant stands on the coast of British Columbia. 
Some production of alder lumber is expected to 
begin over the next few years, although the volume 
will be much lower than in the case of aspen or 
white birch. 

Additional market opportunities would develop 
in domestic and export markets if consumer 
preferences moved more towards Canadian, light- 
coloured, tight-grained maple or birch, rather than the 
open-grained and other species such as oak, which is 
only available in limited quantities in Canada, and 
mahogany, which is not produced domestically. 
Imported hardwood lumber is a significant factor 
within the Canadian market and, unless consumer 
preferences change, imports will remain substantial. 

The FTA is not expected to have a significant 
impact on the hardwood lumber industry. While 
elimination of duties on products manufactured from 
hardwood lumber (pallets, furniture and hardwood 
flooring) could cause adjustments in some of these 
industries, the overall demand for Canadian 
hardwood lumber is not likely to change significantly. 
The creation of new dispute-settlement mechanisms 
under the FTA will encourage a positive trading 
environment between the two countries. 


4. Competitiveness 
Assessment 


The Canadian hardwood lumber industry is 
competitive in the domestic market and some regional 
U.S. markets for end-uses in which Canadian species, 
such as maple, birch and aspen are in demand. 


The Canadian industry has succeeded in 
increasing some hardwood exports to several 
offshore countries, especially in the Far East. 
However, only a small segment of the hardwood 
sawmill industry is in a position to produce the high- 
grade or cut-to-size lumber specifications required in 
offshore markets, where lower grades of Canadian 
hardwood are generally uncompetitive. 

The FTA is expected to have minimal direct 
impact on this industry, since hardwood lumber 
already moves between Canada and the United 
States under conditions of free trade. 


For further information concerning the subject 
matter contained in this profile, contact: 


Resource Processing Industries Branch 
Industry, Science and Technology Canada 
Attention: Hardwood Lumber 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-3033 
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SIC(s) COVERED: 2512 
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1973 1982 1983 1984 1985 1986 
Establishments(e) 750 700 700 700 700 700 
Employment(e) 6 500 6 000 6 000 6 000 6 000 6 000 
Shipments ($ millions)(e) 115 175 184 235 242 278 
(volume, 000m3) 1 359 1 088 1 042 1 280 1 270 1 397 
Gross domestic product(e)* 58 67 88 103 111 102 
(constant 1981 $ millions) 
Investment ($ millions)(e)* il 19 20 25 AL 30 
1973 1982 1983 1984 1985 1986 
Exports (volume, 000m3)** 344 236 226 268 241 DHS: 
($ millions) * * 40 65 69 Vs 72 88 
Domestic Shipments 
($ millions)(e)* ** WS 110 Us 160 WA) 190 
Imports ($ millions) **** BS 105 158 173 168 217 
Canadian market ($ millions)(e) 114 215 AUS Sos 338 407 
Exports as % of production 
(volume) 25 2. DD 21 19 19 
Imports as % of domestic 
market (vol.) 36 32 41 36 34 36 
Canadian share of 
international trade (%) 0.4 0.2 0.2 OF 0.2 0.2 
Source of imports U.S. S.America Asia Others 
(% of total value) 
1982 94 3 3 — 
1983 93 4 3 _ 
1984 94 2 3 1 
1985 95 3 2 — 
1986 94 3 Z 1 
Destination of exports WES EG Asia Others 
(% of total value) 
1982 35 47 9 9 
1983 38 45 10 7 
1984 44 34 14 8 
1985 47 36 9 8 
1986 44 38 11 7 


(continued) 
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Atlantic Quebec Ontario Prairies B.C: 
Establishments — % of total(e) 8 40 48 4 biel Pe 
Employment -- % of total(e) 8 40 48 4 okie 
Shipments — % of total 7 40 45 8 ee ei 


Name Ownership Location of Major Plants 

G.W. Martin Lumber Ltd. Private/Canadian —_ Harcourt, Ontario 

Commonwealth Plywood Co. Ltd. Private/Canadian Rapides-des-Joachims, 
Ste-Thérése, Quebec Quebec 

Murray Brothers Lumber Co. Ltd. Private/Canadian Madawaska, Ontario 

The James MacLaren Industries Inc. Public/Canadian Thurso, Quebec 

McRae Lumber Co. Ltd. Private/Canadian Whitney, Ontario 

J.D. Irving Ltd., Saint John, N.B. Private/Canadian Veneer Siding, New Brunswick 

Rexfor, Québec, Quebec Provincial Govt./ | Mont-Laurier, Quebec 

Canadian 


(e) Estimated 
* Figures shown represent five percent of sawmill and planing mill statistics 
** Includes exports after reprocessing of some imported lumber 
*** Domestic shipments have been estimated using a unit value price 
**** Includes imports of some lumber to be exported after reprocessing 
***** Less than 0.5 percent 


Note: Since there is a general lack of financial information and statistics relating to this sector, a 
significant degree of estimation has been required in the preparation of this profile. 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/6111/648089 
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